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company profile

Memry Corporation provides design support,
engineering, development and manufacturing
services to the medical device and other industries
using the Company’s proprietary shape memory
alloy technologies. Medical device products
include stent.components, catheter components,
guidewires, laparoscopic surgical sub-assemblies
and orthopeedic instruments. The Company’s
commercial and industrial businesses produce
semi-finished materials and components.
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To be the leading provider of critical
value-added and proprietary products and
services for the medical device industry.
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4% The following table sets forth selected consolidated financial data with respect to the Company for each of the five years in the
| period ended on June 30, 2004, which were derived from the audited consolidated financial statements of the Company and should
‘ be read in conjunction therewith.
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(In thousands of dollars, except per share data)

Statement of Income Data

- é Revenues $34,492 $34,007 $32,895 $29,913 $26,996
- Net income (loss) 2,378 8,828 3,783 (4,689) 1,109
Earnings (loss) per share:
e Basic 0.06 0.35 0.16 {0.21) 0.05
Diluted 0.09 0.34 0.15 0.21) 0.05
o Balance Sheet Dafz
=™ Total assets 32,988 30,127 22,188 19,053 22,543
S Long-term debt including current maturities 1,479 1,892 2,008 3,119 5,609
Stockholders’ equity 28,224 25,648 16,620 11,130 12,100
=

The following table sets forth selected quarterly unaudited consofidated financial data for the years ended June 30, 2004 and June 30, 2003.

P Ecedlan aacrlyikiancialai(unaudiico SRS R 0D

(In thousands of dollars, except per share data)

Net sales
FY2004 $ 8,159 $ 8,104 $ 8,571 $ 9,658 $34,492
Fy2003 8,896 9,395 8,460 7,256 34,007
Gross profit
FY2004 3,459 2,932 3,411 4,008 13,810
FY2003 3,140 3,273 2,726 2,260 11,399
Net income (loss)
FY2004 497 228 365 1,288 2,378
FY2003 798 7,717 277 37 8,828
Basic earnings (loss) per share
FY2004 0.02 0.01 0.01 0.05 0.09
FY2003 0.03 0.30 0.01 0.00 0.35
Diluted earnings (loss) per share
Fy2004 0.02 0.01 0.01 0.05 0.09
FY2003 0.03 0.30 0.01 0.00 0.34
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Memry Corporation reported total revenues for fiscal year
2004 of $34.5 miflion, an increase of 1.3% over $34.0 miflion

in fiscal year 2003. Net income was $2.4 million or $.09 per
diluted share and $.06 per basic share compared with net income
of $8.8 million or $0.35 per basic share and $0.34 per diluted
share in the previous year. Net operating income improved 49.7%.

Although the year began on a difficult note, we finished fiscal year
2004 with the trend lines strongly in our favor. The fourth quarter
produced record revenue of $9.7 million and net income of $1.3

miltion or $0.05 per share. This included a $350,000 R&D tax credit.

i In July, immediately after the close of the fiscal year, we signed a letter
of intent to acquire Putnam Plastics Corporation. This proposed acquisition,
‘ which is scheduled to be completed before the end of calendar year
2004, will significantly transform our Company and substantially boost
our financial results in the years ahead. Putnam is one of the nation's
leading specialty polymer extrusion companies serving the medical device
and other high-technology industries. Its primary products are complex
multi-lumen, multi-layer extrusions used for guidewires, catheter shafts,
delivery systems and varicus other interventional medical procedures
that will substantially strengthen our product mix and enhance our ability
1o market to the medical device community. Putnam is particularly well
known for its ability to manufacture to extremely tight tolerances.

Early in the fiscal year, we were impacted by reduced shipments of wire-
based and tube-based medical stent components used in Abdominal Aortic
Aneurysm (AAA) procedures, These reductions were attributed to inventary
adjustments made by one of our largest medical device customers and
to the delay of a product launch by that same customer. This hurt our
revenues stream and resulted in decreased revenues in the first two
quarters and marginally higher revenues in the third quarter.

However, we made important progress in other critical areas including
broadening our customer base and improving our manufacturing
yields. We landed a number of important new customers. We recorded
excellent gains in manufacturing efficiency with greatly improved
yields in all product lines. Gross profit from product sales rose to
40% from 34% a year ago. Manufacturing costs dropped 8.5%
from $22.6 million in fiscal ysar 2003 to $20.7 million in fiscal
year 2004 due to comprehensive process improvements resulting
in a significant reduction of scrap and other material variances.
We alse substantially strengthened our balance sheet, with
increases in cash and total current assets, resulting in a
yearend working capital position of $16.9 million.

In summary, we emerged from a difficult fiscal year 2004 stronger and
more competitive than ever. We finished the year with & renewed effort
to build our sales in the international markets to take advantage of the
growing global demand for Nitinol components. We added the position
of European Commercial Director to strengthen Memry's sales presence
throughout most of the European continent. We also began taking steps
to enhance our presence in Asia.

We were certified by the International Organization of Standards for ISO
9001:2000 in a successful fransition from ISO 9001:1994. The updated
standard establishes a management system recognized throughout the
international community as an acceptable method fo assess an organization's
ability to meet customer, regulatory and internal requirements. In addition,
Memry's two manufacturing facilities also became FDA-registered, further
enhancing our suitability as a preferred manufacturer for our OEM customers.

We revised our website, www.memry.com, to hightight our competencies
as a manufacturer of medical device components and industrial materials
for commercial applications. We believe it is the most complete Nitinol
capabilities primer on the Intemet, offering detailed information for customers,
engineers and researchers about Memry's technologies. The website
upgrade immediately increased the number of new customers visiting the
site and yielded a far greater number of requests for project quotations.

Dr. Edwin Snape was elected Chairman of the Company's Board of
Directors. Robert Belcher, Senior Vice President, Chief Financial Officer
and Corporate Secretary of Memry Corp., Michel de Beaumont, Co-
founder and Director of American Equities Overseas (UK} Ltd., a private
securities brokerage and corporate finance firm, and Francois Marchal,
Director of Didot-Bottin, and Director, General Administrator and Partner
of Aval Fund Management Guernsey Ltd. and Compagnie Financiere Aval
S. A, afund management entity managing private and institutional capital
in continental Europe, were elected as Directors to the Company’s board.
These additions strengthened our board in a number of important ways.

We head into 2005 with positive momentum. We are propelled by a record
number of customers, the strongest balance sheet in our history, greatly
enhanced manufacturing efficiency, a productive and highly focused
management team, a strong pipeline of interesting products, and potential
new customers and powerful capabilities that enable us to compete
effectively in an increasingly competitive environment. We will benefit from
our substantial assets in people, process, intellectual property and capital.

Our original objective was to become a world leader in developing and
processing shape memory materials with high quality and significant
user value. With the acquisition of Putnam Plastics, we have taken a




highly significant step forward in further broadening our criginal core
objective to help us become one of the world's leading technology-based
solution providers for the emerging medical device marketplace of the
future. This report is focused on our process for shaping great ideas into
great products using shape memory alloys and other advanced materials.
The process starts with the needs of a customer and involves working
closely with that customer to design and engineer solutions. We strive
to constantly improve yields and provide the highest levels of customer
service. Ultimately, it's about creating and manufacturing products that
will have a positive impact on people’s lives.

All of this is possible because of our wealth of gifted employees and
outstanding executives. Much of our progress this past year must be
credited to the excellent work of Dean J. Tulumaris, who played a key

Robert Belcher
Chief Financial Officer
Y

A
Tom Rainey * Marcy Macdonald, Esq.

. : ) y
‘ VP Sales \&\ A}{l,arkeﬁé VP Human Resources

James/C. Binch
Chief Exeéutivé\Oﬁicer

role in improving our manufacturing yields and was promoted to Chief
Operating Officer; Philippe Poncet, our Vice President of Business
Development, who played such an integral role in creating exciting new
corporate opportunities; and Tom Rainey, our Vice President of Sales and
Marketing, who did a great job in expanding our customer base. Last but
not least, | want to thank Ed Snape for taking on the role of Board Chairman,
and providing valuable assistance to me and the entire management
team as we forge new alliances designed to enhance shareholder value.

| also want to thank our loyal shareholders who provided us with the support
we needed during this past year. We are continuously striving to build a
successful growth Company that will generate greater shareholder value.

James Binch

Chief Executive Officer September 30, 2004

Philippe Poncet
VP Business Development

Dr. Ming H. Wu
VP Offlce of Technology
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Dean J. Tulumaris
Chief Operating Officer
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Memry Corporation has long believed that ideas are the platform

upon which innovation is built. The respect and value with which
we care for our customers’ ideas and concepts are reflected not
just in the number of devices and products we have helped bring
to market through our close involvement and the added value of
Nitino! technology, but also through the collective intellectual capital
within our organization that serves our customers’ design needs.
As one of the pioneers in Shape Memory Alloy manufacturing,
Memry has leveraged its proprietary technologies into leading
positions in a broad range of established as well as higher-growth
markets. Our history of contribution to applications spans across
numerous medical specialties, ranging from minimally invasive
surgery to endoluminal, catheter-based procedures and stenting.
This speaks to the capabilities we offer to our customers and to
the subsequent value we have provided shareholders.

The principal force that enables Memry to provide unparaileled
creative solutions to our customers is an integrated process of
consultation, creativity, engineering development and manufacturing
that helps shape our clients’ ideas into life-enhancing products.
Our customers have come to regard Memry as the single source
provider for Nitinol-based solutions, and as an integral partner in
the development of products that will enhance their business and
ultimately improve the fives of their patients.

As the world's leading provider of Nitinol and associated enabling
technologies, Memry Corporation is at the forefront of the design
and innovation process for those seeking ways to manifest our
proprietary technologies. From innovative and leading-edge
physicians thinking of starting their own companies, to small
startups and large device companies in need of new products to
grow their business, the idea stream inspired by Memry's capabilities
flows from a variety of sources. In the past year along, we worked

NMemry Corporation

Wi

on new projects with more than 80 companies, of
which a majority were working with Memry Corporation

for the first time. The diversity of applications associated
with our small companies’ business mix affords us a broad
foundation for potential growth into new applications and
new markets.

Along with its biocompatibility, the competitive advantage of
Nitinol compared to other shape memory alloys in the marketplace
today is its unigue ability to be bent, twisted or deformed and
then returned to an original shape with up to ten times greater
elasticity than other conventional metals. Whether they are
diagnostic, therapeutic or simply accessory devices, Nitinol's
properties are an invaluable characteristic in increasingly smaller
and intricate medical products such as stents, specialty guidewires,
various catheter-based devices, and multiple other applications.
Our products also retain another competitive advantage in the
marketplace through the added value of our Design Application
Teams. These dedicated praduct development teams are assigned
to each new customer development concept. These Design
Application Teams are the critical component in assuming
stewardship of the most valued asset a customer can trust to
Memry Corporation: their ideas.

Our culture demands an active partnership with customers at
all stages of a product life cycle, from design and development
to volume manufacturing. Our future will continue to be shaped
by our abifity to connect with custorers, our ability to shape
their ideas into profitable and successful devices, and our
continuing commitment to shaping the future of shape
memory alloy technology and Nitinol in existing
commercial, industrial and medical applications, as well

as in emerging and yet-to-be-developed platforms.




Memry's processing expertise continues to boost
operational efficiency while creating nove! solutions for
: customers around the world. We strive for continuous
| improvement in our manufacturing processes through
f initiatives in such areas as Employee Education and

Development, constant process review and investment

in state-of-the-art laser cutting devices. Other equipment
and tools are aimed at producing the highest possible yields,
more effective manufacturing and better customer service.
We have developed processes for automated high-speed
forming of materials, with effective quaiity control and

accelerated production times.

The improvement initiatives undertaken in operations have better
positioned Memry to respond more rapidly than ever to our
customers. Overall, our manufacturing process improvement
efforts enabled us to record excellent gains in manufacturing
efficiency with substantially improved yields in all product lines.
For the year, manufacturing costs decreased 8.5%, from $22.6
million in fiscal year 2003 to $20.7 million in fiscal year 2004,
The decrease was primarily due to productivity improvements
in the form of higher yields and the resultant reduction in scrap,
primarily in tube manufacturing and processing in our West
Coast facility. We also realized excellent yield improvements

in our East Coast manufacturing facility. As a result, gross
profit from product sales for the year rose to 40.0% from
33.5% in fiscal year 2003. By improving our process
capabilities significantly over the past year, we've
continued to keep our costs competitive. This translates

into an industry-leading ability to manufacture high
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volumes of sophisticated tubing, components, wire and assemblies,

which supports our efforts to simplify and streamline our supply.i/‘,
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chain. Memry is the world’s leading producer of high-quality Nitinol
tube. We offer our customers multi-sized tubing that sets the \
industry concentricity standard, tighter tolerances and*éz_greater.-.

range of sizes with thinner walls and improved surfate fibish\es.
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Our world-class laser capabilities have strengthened our comipetitive
advantages in numerous stent platforms. Significaht',ef-fd\r\jts and
resources have been focused on developing skills in the areas of
coating, micro-scale componentry, material modification 40t~
surface modification. We continue to broaden our core capabi[;ﬁes?;A 5

in an effort to create ever-higher barriers to‘entry, and t@offerloﬂl]ﬁr_

customers a vertically integrated supply‘-chgin, which uItiméf{l -

enables Memry Corporation to offer ourcu‘sxtome@\\/y,ha@ey_ Y
need, everywhere they need ustodg, ™ _zae T
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Our manufacturing process currently aliows us+to faghic’éT&peﬁ@e’{al\Q N

stents and devices for carotid, fliac and renal uses, electrophysiologi/ )
devices, catheters and guidewires for coronary Uses, bone reamefs\\\ =
and replacement products in orthopaedic applications, and stents

and guidewires for neurological applications and urology markets.

Another significant asset is our extensive intellectual property
portfolio, consisting of a substantial list of process patents covering
skill sets such as metal forming and shaping and laser processing.
We actively maintain collaborative efforts with leading universities

and scientists working on material chemistry research, devising

practical application methods that will facilitate commercialization
of Flexium, and developing new processes for next-generation

tube manufacturing technology.
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Memry is a company With-unique capabjfities to help our customers -

create and produce products that-willl save and improve lives. BS/\\

.

helping our customers bring innovative new products into the
marketplace and helping them create new markets, we continue

to expand Memry's global impact.

Our primary emphasis has been on the peripheral stent area
of the medical device industry but we continue to develop
expertise in neurological and orthopaedic markets, particularly

embolic protection, as well as spine and fracture repair. We
believe our efforts are leading toward important new products
in these areas as we position our Company to be a guide
for our key-partners in their quest for competitive, state-

of-the-art, FDA-approved products.

Memry’s pending partnership with Putnam Plastics
and its recent investment in biological coatings for
stent devices indicate a continued commitment to
provide service and support into a greater array

of medical arenas, widening Memry’s reach

and ability to continue to effect a change in people’s |ives.Becoming

moreg involved in a greater number of steps in the maanacturing\

' ‘ﬁr@qgss, including coating of stents fabricated by Mer\ﬁ‘ry\@d

assemt\)ling\devicesrequiring both Nitino! and polymer components;
S . :
makes Memry“a@uch more desirable partner during all facets"

of the developmentﬁerigd.

Throughout fiscal 2004, Me%\r\y\iqyested development time and
gffort pursuing quotation requests fr&n\oyer 60\potential medical
partners ranging gvidely in size and mediéal application. These
requests came fro;n partners developing new technologies in a
myriad of technical specialties including vena cava protection,
drug delivery catheters, gastrointestinal intervention, carotid
stenting and protection, arterial access, interventional cardiology
and radiology, arthroscopy for orthopaedic and sports medicine

applications, and biliary tract technologies.

We at Memry take great pride in the role our proprietary processes
play in the development and manufacture of product our customers

will use to enhance quality of life now and in the years to come.

e

Memry's investment in the
future of our medical partners’
N success is demonstrated

t\l\'lir\oug‘b the healthy recoveries
* of thoaséh ds of cardiovascular
- pgfien@or!dwide.
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ACCOUNTING POLICIES AND
CRITICAL ACCOUNTING ESTIMATES

We have adopted various accounting policies fo prepare the consolidated
financial statements in accordance with accounting principles generally
accepted in the United States of America (U.S.). Our significant accounting
policies are disclosed in Note 1 to the consolidated financial statements.

The preparation of the consolidated financial statements, in conformity with
accounting principles generally accepted in the U.S., requires us to make
estimates and assumptions that affect the amounts reported in the
consolidated financial statements and accompanying notes. Our estimates
and assumptions, including those related to accounts receivable, inventories,
goodwill and intangible assets and income taxes, are updated as appropriate,
which in most cases is at least quarterly. We base our estimates on historical
experience or various assumptions that are believed to be reasonable under
the circumstances, and the results form the basis for making judgments
about the reported values of assets, liabilities, revenues and expenses. Actual
results may materially differ from these estimates.

Estimates are considered to be critical if they meet both of the following
criteria: (1) the estimate requires assumptions about material matters that
are uncertain at the time the accounting estimates are made, and (2) other
materially different estimates could have been reasonably made or material
changes in the estimates are reasonably likely to occur from period to
period. Our critical accounting estimates includg the following:

ACCOUNTS RECEIVABLE We provide allowances for doubtful accounts on
our accounts receivable for estimated losses resulting from the inability of
our customers to make required payments. If the financial condition of our
customers were to deteriorate, which may result in the impairment of their
ability to make payments, additional allowances may be required. On a
regular basis, we review and evaluate the customers’ financial condition,
which generally includes a review of the customers’ financial statements,
trade references and past payment history with us, We specifically evaluate
identified customer risks that may be present and collateral requirements, if
any, from the customer, which may include, among other things, deposits,
prepayments or letters of credit.

INVENTORIES We state our inventories at the lower of cost or market. We
maintain inventory levels based on our projections of future demand and
market conditions. Any sudden decline in demand or technological change
can cause us to have excess or obsolete inventories. On an ongoing basis,
we review for estimated obsolete or unmarketable inventories and write-
down our inventories to their estimated net realizable value based upon our
forecasts of future demand and market conditions. These write-downs are
reflected in cost of goods sold. If actual market conditions are less favorable
than our forecasts, additional inventory write-downs may be required. Qur
estimates are primarily influenced by a sudden decline in demand due to
economic downturn, rapid product improvements and technological changes.

GOODWILL AND INTANGIBLE ASSETS Goodwill represents the excess of
the aggregate purchase price over the fair value of net assets of the acquired
business. Goodwill is tested for impairment annually, or more frequently if
changes in circumstance or the occurrence of events suggest an impairment

exists. The test for impairment requires us to make several estimates about
fair value. Goodwill was $1,038,000 at June 30, 2004 and June 30, 2003.

Other intangible assets consist primarily of acquired patents and patent
rights and are amortized using the straight-line method over their estimated
useful lives, ranging from 13 1o 16 years. We review these intangible assets
for impairment annually or as changes in circumstance or the occurrence of
events suggest the remaining value is not recoverable. Other intangible
assets, net of accumulated amortization, were $333,000 and $1,067,000
as of June 30, 2004 and 2003, respectively.

INCOME TAXES Deferred taxes are provided on a liability method whereby
deferred tax assets are recognized for deductible temporary differences and
operating loss and tax credit carryforwards and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the
differences between the reported amounts of assets and ligbilities and their
tax bases. Deferred tax assets are reduced by a valuation allowance when,
in the opinion of management, it is more likely than not that some portion or
all of the deferred tax assets will not be realized. The recognition of a
valuation allowance for deferred taxes requires management to make
estimates about the Company’s future profitability. The estimates associated
with the valuation of deferred taxes are considered critical due to the
amount of deferred taxes recorded on the consolidated balance sheet and
the judgment required in determining the Company’s future profitability.
Deferred tax assets were $6,150,000 and $6,806,000 at June 30, 2004
and 2003, respectively.

RESULTS OF OPERATIONS

The following table sets forth the percent of consolidated revenues represented
by items in our consolidated statements of income for the years presented.

Yearsendedzin

Product sales 97.0% 97.0% 97.0%
Research and development revenues 3.0 3.0 3.0
Total revenues 100.0 100.0 100.0
Cost of revenues 60.0 66.5 55.8
Gross profit 40.0 33.5 44,2
Operating expenses:
Research and development 8.3 7.2 7.3
Selling, generat and administration 22.4 20.0 245
Total operating expenses 307 27.2 31.8
Operating income 9.3 6.3 12.4
Interest:
Expense 0.2) 0.4) 0.5
Income 0.2 0.2 0.1
Interest-net 0.0 0.2) 0.4)
Income befere incoms taxes 9.3 6.1 12.0
Pravision (benefit) for income taxes 2.4 (19.9) 0.5
Net income 6.9% 26.0% 11.5%




YEARS ENDED JUNE 30, 2004
AND JUNE 30, 2003

REVENUES In the pastiseveral years, the Company has focused on
increasing the amountjof value-added products it provides to the
marketplace, i.e., products where additional processing is performed on
basic nitinol wire, strip,;or tube before it is shipped to the customer.
Currently, medical device applications represent some of the best
opportunities for increasing the amount of value-added business. The kink-
resistant and self-expanding properties of nitinol have made peripheral
stenting an area of special interest, and stent components manufactured for
Abdominal Aortic Aneurysms (AAA) in particular have become a significant
driver of the Company’s revenue. However, because the market for stent
components is very dynamic and rapidly changing, the Company has found
it difficult to accurately forecast demand for its stent components. Delays in
product launches, uncertain timing on regulatory approvals, inventory
adjustments by our customers, market share shifts between competing
stent platforms and the introduction of next-generation products have all
contributed to the variability in revenue generated by shipments of medical
stent components.

Revenues increased 1% i fiscal 2004, to $34,492,000 from $34,007,000
in fiscal 2003, a net increase of $485,000. Shipments of wire-based
medical stent components decreased approximately $1,900,000 between
fiscal 2003 and fiscal 2004. The decrease in the wire-based medical stent
components is a result df inventory adjustments and delays in product
launch by a large medical device customer of the Company. Tube-based
medical stent components increased approximately $1,400,000 during the
same period. Looking forward, Memry anticipates that overall stent
component activity in fiscal 2005 will be basically flat with the activity level
of fiscal 2004. This forecast anticipates the beginning of several new
programs with peripheral étent customers and the continued slow erosion of
some existing programs,

Other medical device component shipments, including products utilized in
minimally invasive surgery, decreased approximately $1,700,000 between
fiscal 2003 and fiscal 2004, This decrease relates almost entirely to a
customer of the Company facing new competition which has led to a
decrease in unit shipments fo that customer and a reduction in unit prices
charged by the Company. Microcoil and guidewire products, where the
Company has placed increasing marketing and sales emphasis, increased
approximately $550,000 between fiscal 2003 and fiscal 2004. A new
orthopaedic product for bone tamps provided approximately $300,000 of
revenues in fiscal 2004. .

Revenues from sales of high pressure sealing plugs, arch wire and other
wire products increased approximately $600,000 during fiscal 2004
compared to fiscal 2003,;and revenues from prototype development and
R&D activities increased approximately $150,000 during fiscal 2004 as
compared to fiscal 2003.

Revenues from super elastic tube shipments increased $1,500,000 in fiscal
2004 versus fiscal 2003, due primarily to increasing useage in neurological
applications and for embolic protection procedures. The Company
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anticipates that during fiscal 2005 competition will continue to exert
pressure on pricing for super efastic tube. Shipments of martinsitic wire and
rod, utilized in various industrial applications, decreased approximately
$350,000. Shipments of tinel lock decreased approximately $100,000 in
fiscal 2004 versus fiscal 2003.

COSTS AND EXPENSES Manufacturing costs (including costs associated
with research and development revenues) decreased to $20,682,000 in
fiscal 2004 from $22,608,000 in fiscal 2003, a decrease of $1,926,000, or
8.5%. This decrease is due mainly to productivity improvements in the form
of higher yields and the resultant reduction in scrap, primarily in tube
manufacturing and processing in the Company’s west coast facility, The
Company's east coast manufacturing facility also experienced productivity
improvements in fiscal 2004 compared to fiscal 2003, reflecting improved
manufacturing yields and rapid adjustment of staffing to levels of business.

Due to the reduction in manufacturing costs, the Company’s gross profit
from product sales increased to 40.0% in fiscal 2004 from 33.5% in fiscal
2003. This improvement was due primarily to efficiencies gained by process
improvements in tube and stent production. The Company’s ability to
maintain these improved levels of gross profit will depend primarily on its
success in securing sufficient business to absorb plant overhead,
maintaining product pricing in the face of increasing competitive pressure,
and maintaining manufacturing yields at acceptable levels.

Operating expenses, including general, selling and administration expenses
and research and development costs increased $1,349,000, or 14.6%, to
$10,611,000 in fiscal 2004, as compared to $9,262,000 in fiscal 2003.
General, selling and administration expenses increased to $7,733,000 in
fiscal 2004 from $6,797,000 in fiscal 2003, an increase of $936,000. This
increase is primarily due to the bonus accrual of $596,000 in fiscal 2004,
which is based on a plan approved by the Company's compensation
committee that accrues bonuses based on a combination of pre-tax profit
and individual performance. There was no bonus expense in fiscal 2003.
Another factor that contributed to the increase in general, selling and
administration expenses was the increase in investment banking fees which
reflects the Company’s increased efforts in the areas of business
development and mergers and acquisitions. The Company has maintained its
current levels of expenditures on selling and marketing in order to support
future growth in revenues. The Company incurred research and development
expenses of $2,878,000 relating to its own internal products as well as the
development of future products in fiscal 2004 compared to $2,465,000
during fiscal 2003. This increase is primarily due to an increase in
engineering expense resulting from a shift in focus of staff engineers from
manufacturing support to new process development and prototype support.

Net interest changed to income of $18,000 in fiscal 2004 from an expense
of $65,000 in fiscal 2003, due primarily to an increase in interest income
associated with a higher average cash balance and a reduction in interest
expense associated with a reduced level of borrowing.

INCOME TAXES The Company recorded a provision for income taxes of
$839,000 for fiscal 2004 versus a tax benefit of $6,758,000 for fiscal
2003. This change is due primarily to the elimination of the deferred tax
valuation allowance of $7,569,000 in fiscal 2003 to recognize deferred tax

Memry Corporation




assets at amounts considered by management more likely than not to be
realized and the recording of state research and development {(“R&D") tax
credits of $350,000 in fiscal 2004, Prior to the elimination of the deferred
tax valuation allowance in fiscal 2003 and state R&D tax credits in fiscal
2004, the effective rate was 39% for both years.

NET INCOME Due to the items noted above, the Company’s net income
decreased by $6,450,000, to $2,378,000 in fiscal 2004 compared to net
income of $8,828,000 in fiscal 2003.

YEARS ENDED JUNE 30, 2003
AND JUNE 30, 2002

REVENUES Revenues increased 3% in fiscal 2003, to $34,007,000 from
$32,895,000 in fiscal 2002, a net increase of $1,112,000. Shipments of
wire-based medical stent components increased approximately $1,250,000
between fiscal 2002 and fiscal 2003 and tube-based medical stent
components increased approximately $300,000 during the same period.

Other medical device component shipments, including products utilized in
minimally invasive surgery and guidewire applications, increased
approximately $750,000 between fiscal 2003 and fiscal 2002. Revenues
from sales of arch wire, high pressure sealing plugs, and locking devices
increased approximately $700,000 during fiscal 2003 compared to fiscal
2002, and revenues from prototype development and R&D activities increased
$300,000 during fiscal 2003 as compared to fiscal 2002. These revenue
increases were partially offset by a decrease of approximately $1,600,000 in
shipments of super elastic tube, utilized in coronary applications and for other
peripheral stenting, and a decrease of $550,000 in other super elastic semi-
finished materials utilized in various industrial applications.

COSTS AND EXPENSES Manufacturing costs (including costs asscciated
with research and development revenue) increased to $22,608,000 in fiscal
2003 from $18,342,000 in fiscal 2002, an increase of $4,266,000, or
23.3%. The Company’s gross margin from sales decreased to 33.5% in fiscal
2003 from 44.2% in fiscal 2002. This cost increase and margin deterioration
in fiscal 2003 compared to fiscal 2002 is the result of poor manufacturing
yields in both the Company's wire and tube based AAA stent component
businesses and a significant reduction in the percentage of high margin super
glastic tube in the product mix and a significant reduction in the percentage of
high margin super elastic tube in the product mix. Super elastic tube
shipments declined because a major customer of the Company that was a
significant user of super elastic tube ceased production of a product.

Operating expenses, including general, selling and administration expenses
and research and development costs decreased to $9,262,000 in fiscal
2003 from $10,488,000 in fiscal 2002, a decrease of $1,226,000 or
11.7%. General, selling and administration expenses decreased to
$6,797,000 in fiscal 2003 from $8,071,000 in fiscal 2002, a decrease of
$1,274,000. This decrease is primarily due to a reduction in consulting,
bonuses and legal costs. The Company incurred research and development
expenses of $2,465,000 relating to its own internal products as well as the
development of future products in fiscal 2003 compared to $2,417,000
during fiscal 2002. Net interest expense decreased to $65,000 in fiscal
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2003 from $130,000 in fiscal 2002, due primarily to an increase in interest
income associated with a higher cash balance along with a reduction in
interest expense associated with a reduced level of borrowing.

INCOME TAXES The Company recorded a tax benefit of $6,756,000 for
fiscal 2003 versus a provision of $152,000 for fiscal 2002. This change is
due primarily to the elimination of the deferred tax valuation aliowance
during the second quarter of fiscal 2003 to recognize deferred tax assets at
amounts considered by management more likely than not to be realized.

NET INCOME Due to the items noted above, the Company’s net income
increased by $5,045,000, to $8,828,000 in fiscal 2003 compared to net
income of $3,783,000 in fiscal 2002.

LIQUIDITY AND CAPITAL RESOURCES

At June 30, 2004, the Company’s cash and cash equivalents was
$12,404,000, an increase of $4,895,000 from $7,509,000 at the start of
fiscal 2004. Net cash provided by operations was $6,093,000 in fiscal
2004, a decrease of $38,000 from $6,131,000 provided during fiscal
2003. This decrease was primarily due to an increase in cash generated
from income of $898,000 combined with a reduction in the rate of accounts
receivable collections, the reduction in inventory usage and the reduction in
the rate of accounts payable payments. In fiscal 2005, we expect to
continue positive cash flows from operations.

Net cash used in investing activities was $724,000 in fiscal 2004, a
decrease of $762,000 from $1,486,000 during fiscal 2003. This decrease
was due to a reduction in capital expenditures in fiscal 2004. During fiscal
2004, net cash used in financing activities was $474,000, reflecting the
pay-down of notes payable of $413,000 and financing costs of $55,000
incurred in connection with the Amended Webster Facility described below.

Working capital at June 30, 2004, was $16,903,000, an increase of
$5,548,000 from $11,355,000 at June 30, 2003. The increase in working
capital was due to the $6,093,000 net cash provided by cperations offset by
the $724,000 of capital expenditures and $474,000 net debt repayments.

In fiscal 2004 and fiscal 2003, the primary capital requirements were 0
fund additions to property, plant, and equipment. To meet growing demand,
particularly in the medical device market for the production of nitinol stents
and other components, the Company has committed to optimizing the
manufacturing efficiency of its current facilities and expects to invest
between $1.5 million and $2.5 million in capital equipment and facility
improvements in fiscal 2005.

On June 30, 1998, the Company and Webster Bank entered into a
Commercial Revolving Loan, Term Loan, Line of Credit and Security
Agreement and related financing documents and agreements, with
amendments to certain of such documents entered into on each of November
30, 1999, June 30, 2001 and December 31, 2001 (the “Webster Facility”).

On January 30, 2004, the Company and Webster Bank entered into a
Second Amended and Restated Commercial Revolving Loan, Term Loan,
Line of Credit and Security Agreement, which amended and restated the
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Webster Facility, and expifes on January 30, 2009 (the “Amended Webster
Facility”). The Amended Webster Facility includes a revolving line of credit
for borrowings up to the Iésser of (@) $5,000,000 or {v) an amount equal to
the aggregate of (1) 85% of the eligible accounts receivable plus (2) the
lesser of $3,000,000 or 30% of eligible inventories. In connection with the
Amended Webster Facility, several existing term loans and equipment line
advances totaling $1,546,000, plus additiona! proceeds of $28,000,
totaling $1,574,000 were refinanced into a single term loan, payable in
equal monthly installments over a five year period ending January 30, 2009.
The Amended Webster Facility includes an equipment line of credit that
provides for equipment financing up to the lesser of $1,000,000 or 80% of
the hard cost for eligible equipment through January 30, 2009. The
Amended Webster Facility.also provides for an acquisition fine of credit of up
to $2,000,000 providing tertain terms and conditions are met. As of June
30, 2004, no amounts were outstanding under the revolving line of credit,
equipment line of credit or acquisition line of credit. Interest on the term
note payable, revolving line of credit, equipment line of credit, and
acquisition line of credit is variable based on LIBOR plus & spread adjusted
guarterly based upon the Company's fixed charge coverage ratio, as
defined. The new faciliiy is collateralized by substantially all of the
Company’s assets.

At June 30, 2004, a note payable of $1,469,000 was outstanding under the
Amended Webster Facility. No amount was outstanding under the revelving
{ine of credit.

In addition, the Amended Webster Facility contains various restrictive
covenants, including, anhong others, limitations on ehcumbrances and
additional debt, the paymient of dividends or redemption of stock (above a
certain maximum amount) and compliance with the Company’s fixed charge
coverage ratio, as defined

Under the Amended Webster Facility the Company has limitations on
indebtedness. The Company may not create, incur or guarantee any
indebtedness or obligation for borrowed money or issue or sell any of its
obligations to any lender with out a waiver from Webster. The exception are
for equipment financing ¢urrently in place at the time the agreement was
signed, capital lease for future equipment needs not to be greater than
$350,000 in any fiscallyear and indebtedness in respect of hedging
agreements. If the Company was in violation of this limitation and was unable
to obtain a waiver, this action would potentially have a negative impact on the
Company’s ability to conduict merger and acquisition activities.

The Company has in the past grown through acquisitions (including the
acquisition of Wire Solutions and Raychem Corporation's nickel titanium
product ling). As part of ité continuing growth strategy, the Company expects
to continue to evaluaté and pursue opportunities to acquire other
companies, assets and prioduct lines that either complement or expand the
Company’s existing busingsses. The Company intends to use available cash
from operations, debt, gnd authorized but unissued common stock to
finance ‘any such acquisitions.

On July 12, 2004, Memry announced that it signed a letter of intent to
acquire substantially allof the assets and selected liabilities of Putnam
Plastics Corporation (“Putnam”). The transaction, which is subject to the
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signing of definitive agreements and customary closing conditions, is
expected to close by October 31, 2004. Putnam, a privately held
corporation, is one of the nation's leading specialty polymer extrusion
companies serving the medical device and other high technology industries.
Its primary products are complex multi-lumen, multi-layer extrusions used
for guidewires, catheter shafts, delivery systems and various other
interventional medical procedures. Putnam is a major supplier of
co-extruded polyimide, multi-lumen, braided and extremely thin-wall,
multi-layer tubing as well as sheathing for fiber-optic tubing. Putnam’s
products are known for their complex configurations, multiple material
construction and innovative designs. Putnam also is well known for its ability
to manufacture to tight tolerances.

On August 25, 2004, the Company announced that it will finance a
$200,000 joint development program with and has made a $400,000 initial
investment, in the form of a 2% unsecured convertible loan, in Biomer
Technology Ltd, a privately owned company specializing in the development
and manufacture of state-of-the-art polymers and hiocompatible coatings
for stents and other medical devices. Based in Runcorn, England, Biomer
Technology Ltd is a biomaterials company that has developed a range of
high-performance polyurethanes, process technology, components and
products for medical device manufacturing.

The Company has requirements to fund plant and equipment projects to
support the expected increased sales volume of SMAs and super elastic
materials during the fiscal year ending June 30, 2005 and beyond. The
Company expects that it will be able to finance these expenditures through a
combination of existing working capital, cash flows generated through
operations and increased borrowings. The largest risk to the liquidity of the
Company would be an event that caused an interruption of cash flow
generated through operations, because such an event could also have a
negative impact on the Company’s ability to access credit. The Company's
current dependence on a limited number of products and customers
represents the greatest risk to operations.

On July 1, 2003, the Company signed a second amendment for its
manufacturing and office facility located at 4065 Campbell Avenue, Menlo
Park, CA extending the lease to June 30, 2008. The monthly rent amount
was adjusted to approximately $24,000. Subsequent rent adjustments of
3% per vear are also set forth in the second amendment, Effective July 1,
2004, the monthly base rent was adjusted to approximately $24,500. The
other major provisions of the lease remain unchanged.




CONTRACTUAL OBLIGATIONS

Presented below is a summary of contractual obligations as of June 30,
2004, See Notes 5 and 9 to the consolidated financial statements for
additional information regarding long-term debt and operating lease
aobligations, respectively.

Long-term debt obligations $
Capital lease obligation

Operating lease obligations

Purchase obligations

Total $

5,937 $ 1584 $ 2,040 $ 1,583 $ 730

IMPACT OF RECENTLY ISSUED ACCOUNTING
STANDARDS

In April 2003, the Financial Accounting Standards Board (“FASB”) issued SFAS
No. 149. "Amendment of Statement 133 on Derivative Instruments and
Hedging Activities” ("SFAS 149”), which is generally effective for contracts
entered into or modified after June 30, 2003 and for hedging refationships
designated after June 30, 2003. SFAS 149 clarifies under what
circumstances a contract with an initial net investment meets the
characteristic of a derivative as discussed in SFAS No. 133, clarifies when a
derivative contains a financing component, amends the definition of an
“underlying” to conform it to the language used in FASB Interpretation No. 45,
“Guarantor Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others,” and amends certain other
existing pronouncements. The Company currently has no involvement with
derivative financial instruments, and therefore the adoption of SFAS 149 did
not have any impact on the consolidated financial statements.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and Equity”
("SFAS 150"). SFAS 150 establishes standards for how an issuer classifies
and measures certain financial instruments with characteristics of both
liabilities and equity. It requires that an issuer classify a financial instrument
that is within its scope as a liability (or an asset in some circumstances).
Many of those instruments were previously classified as equity. SFAS No.
150 is effective for financial instruments entered into or modified after May
31, 2003, and otherwise is effective at the beginning of the first interim
period beginning after June 15, 2003. The adoption of SFAS 150 did not
have any impact on the consolidated financial statements.
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FORWARD-LOOKING INFORMATION

Certain statements in this Annual Report that are not historical fact, as well
as certain information incorporated herein by reference, constitute “forward-
looking statements” made pursuant to the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995, These forward-locking
statements involve risks and uncertainties and often depend on assumptions,
data or methods that may be incorrect or imprecise. The Company's future
operating results may differ materially from the results discussed in, or
implied by, forward-looking statements made by the Company. Factors that
may cause such differences include, but are not limited to, those discussed
below and the other risks detailed in the Company’s other reports filed with
the Securities and Exchange Commission,

Forward-looking statements give our current expectations or forecasts of
future events. You can usually identify these statements by the fact that they
do not relate strictly to historical or current facts. They often use words such
as “anticipate”, “estimate”, “expect”, “project”, “intend”, “plan”, “believe”,
and other words and terms of similar meaning in connection with any
discussion of future operating or financial performance. In particular, these
include statements relating to future actions, prospective products or
product approvals, future performance or results of current and anticipated
products, sales efforts, expenses, the outcome of contingencies such as
legal proceedings, and financial results.

Any or all of our forward-looking statements in this Annual Report may turn
out to be wrong. They can be affected by inaccurate assumptions we might
make or by known or unknown risks and uncertainties. Many factors
mentioned in this discussion—for example, product competition and the
competitive environment—uwill be important in determining future resuits.
Consequently, no forward-looking statement can be guaranteed. Actual
future results may vary materially. The Company undertakes no obligation to
revise any of these forward-looking statements to reflect events or
circumstances after the date hereof.
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OTHER FACTORS THAT MAY
AFFECT FUTURE RESULTS

 trends toward managed care, healthcare cost containment and other
changss in government and private sector initiatives, in the U.S. and
other countries in which we do business, that are placing increased
emphasis on the delivery of more cost-effective medical therapies

the trend of consolida}tion in the medical device industry as well as
among customers of medical device manufacturers, resulting in more
significant, complex and long-term contracts than in the past and
potentially greater pricing pressures

efficacy or safety concerns with respect to marketed products, whether
scigntifically justified orinot, that may lead to product recalis, withdrawals
or declining sales

changes in govemmenthl laws, regulations and accounting standards and
the enforcement thereof that may be adverse to us

other legal factors inclugling environmental concerns

agency or government ‘actions or investigations affecting the industry in
general or us in particular

changes in business strjategy or development plans

business acquisitions, dispositions, discontinuations or restructurings

the integration of businésses acquired by us

availability, terms and deployment of capital

economic factors over|which we have no control, including changes in
inflation and interest rates

« the developing nature of the market for our products and technological
change

¢ intensifying competition in the SMA field

¢ success of operating initiatives

& gperating costs

® advertising and promotional efforts

¢ the existence or absenqe of adverse publicity

e our potential inability to obtain and maintain patent protection for our
alloys, processes and applications thereof, to preserve our trade secrets
and to operate without infringing on the proprietary rights of third parties

« the possibility that adequate insurance coverage and reimbursement
levels for our products Wwill not be available

* our dependence on outside suppliers and manufacturers

* our exposure to potential product fiability risks which are inherent in the
testing, manufacturing,jmarketing and sale of medical products

» the ability to retain maﬁagement

* business abilities and judgment of personnel
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availability of qualified personnel
e labor and employee benefit costs

* natural disaster or other disruption affecting Information Technclogy and
telecommunication infrastructures

o acts of war and terrorist activities.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARIKET RISK

Market risk generally represents the risk of loss that may be expected to
result from the potential change in value of a financial instrument as a result
of fluctuations in credit ratings of the issuer, equity prices, interest rates or
foreign currency exchange rates. We do not use derivative financial
instruments for any purpose.

We are also subject to interest rate risk on our $1.5 million note payable at
June 30, 2004. Interest on the note payable is variable based on LIBOR
(1.62% at June 30, 2004) plus a spread adjusted quarterly based upon the
Company's fixed charge coverage ratio, as defined. The Company believes
that an increase or decrease of 10% in the effective interest rate on the note
payable would not have a material effect on our future results of operations.

Memry Corporation




TO THE STOCKHOLDERS
AND BOARD OF DIRECTORS
Memry Corporation

Bethel, Connecticut

We have audited the accompanying consolidated balance sheet of Memry Corporation and subsidiary {the “"Company”) as of June 30, 2004, and the related
consolidated statements of income, stockholders' equity, and cash flows for the year then ended. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit. The consolidated financial statements
of the Company for the years ended June 30, 2003 and 2002 were audited by another independent registered public accounting firm whose report, dated
August 11, 2003, expressed an unqualified opinion of those statements.

We conducted our audit in accordance with standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonaple basis for our opinion,

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the Company as of June 30, 2004, and the
results of its operations and its cash flows for the year then ended in conformity with accounting principtes generally accepted in the United States of America.

m S Vomefo LLP

Stamford, Connecticut
September 20, 2004
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| e 98, 2004 end R e |
ASSETS |
Current Assets
Cash and cash equivalerits $ 12,404,000 $ 7,508,000
Accounts receivable, less allowance for doubtful accounts
of $30,000 in 2004 and $148,000 in 2003 4,132,000 3,809,000
Inventories ‘ 2,956,000 3,353,000
Deferred tax asset i 975,000 —
Prepaid expenses and ofher current assets 41,000 74,000
Income tax refund receivjable — 109,000
Total current assets 20,508,000 14,854,000
Property, Plant and Equiﬁment, net 5,090,000 6,040,000
|
Other Assets ‘
Acquired patents and paient rights, less accumulated amortization
of $1,132,000 in 2004 and $398,000 in 2003 933,000 1,067,000
Goadwill ‘ 1,038,000 1,038,000
Deferred financing costs 51,000 6,000
Note receivable — re!ated party — 110,000
Deferred tax asset ‘ 5,175,000 6,806,000
Deposits and other assets 193,000 206,000
Total other assets . 7,390,000 9,233,000
Total Assets j $ 32988000 § 30,127,000

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities

Accounts payable and aécrued expenses $ 3,213,000 $ 2,587,000
Notes payable 3 320,000 912,000
Capital lease 29,000 —
Income tax payable 43,000 —
Total current (iabilities 3,605,000 3,499,000
Notes Payable, less current maturities 1,159,000 980,000

Commitments and Contingencies (See Notes)

Stockholders’ Equity
Common stock, $.01 paf value, 40,000,000 shares authorized;
25,570,419 shares issued and outstanding in 2004 and

25,537,522 shares iésued and outstanding in 2003 256,000 255,000
Additional paid-in capital 49,103,000 48,906,000
Accumulated deficit | (21,135,000) (23,513,000
Total stockholders’ equity 28,224,000 25,648,000
Total Liabilities and Stoc@(ho|ders‘ Equity $ 32,988,000 3 30,127,000

See Notes to Consolidated Finantial Statements.
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Revenues

Product sales 33,525,000 $ 33,105,000 32,055,000
Research and development 967,000 902,000 840,000
34,492,000 34,007,000 32,895,000
Cost of Revenues
Product sales 20,064,000 22,125,000 17,706,000
Research and development 618,000 433,000 636,000
20,682,000 22,608,000 18,342,000
Gross profit 13,810,000 11,399,000 14,553,000
Operating Expenses
Research and development 2,878,000 2,465,000 2,417,000
General, selling and administration 7,733,000 6,797,000 8,071,000
10,611,000 9,262,000 10,488,000
Operating income 3,199,000 2,137,000 4,065,000
Interest
Expense (74,000) (126,000) (160,000)
Income 92,000 61,000 30,000
18,000 (65,000) {130,000
Income before income taxes 3,217,000 2,072,000 3,935,000
Provision (benefit) for income taxes 839,000 (6,756,000) 152,000
Net income 2,378,000 $ 8,828,000 3,783,000
Basic earnings per share 0.09 $ 0.35 0.16
Diluted earnings per share 0.08 $ 0.34 0.15
See Notes to Consofidated Financial Statements.
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Balance, July 1, 2001 | 23,634,583 $ 236,000 $ 47,018,000 $  (36,124,000) $ 11,130,000
Issuance of common stdck and

other equity instruments 1,617,963 17,000 1,690,000 — 1,707,000
Net income ) — - — 3,783,000 3,783,000
Balance, June 30, 20d2 25,252,546 253,000 48,708,000 (32,341,000) 16,620,000
Issuance of common stdck and

other equity instruments 284,976 2,000 198,000 — 200,000
Net income | — — — 8,828,000 8,828,000
Balance, June 30, 2003 25,537,522 255,000 48,906,000 (23,513,000) 25,648,000
Issuance of common stock and

other equity instruments 32,897 1,000 197,000 — 198,000
Net income ; — — — 2,378,000 2,378,000
Balance, June 30, 2004 25,570,419 $ 256,000 $ 49,103,000 $  (21,135,000) $ 28,224,000

See Notes to Consolidated Financial Statements.
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Cash Flows From Operating Activities

Net income $ 2,378,000 $ 8,828,000 $ 3,783,000
Adjustments to reconcile net income to net cash provided by operating activities:
(Benefit) provision for doubtful accounts {111,000) (44,000) 103,000
Writedown of note receivable — — 30,000
Depreciation and amortization 1,853,000 1,958,000 1,938,000
Impairment of idle equipment — — 120,000
(Gain) loss from sale of asset —_ (12,000) 13,000
Deferred income taxes (benefit) 656,000 (6,806,000) —
Equity based compensation 198,000 152,000 196,000
Change in operating assets and liabilities:
Accounts receivable (212,000) 2,116,000 (1,827,000)
Inventories 397,000 943,000 (616,000
Prepaid expenses and other current assets 33,000 {49,000 71,000
Other assets 13,000 122,000 —
Note receivable— related party 110,000 — —
Accounts payable and accrued expenses 626,000 (959,000) {578,000)
Advances payable — — {600,000)
Income taxes payable/receivable 152,000 {118,000) {62,000
Net cash provided by operating activities 8,093,000 6,131,000 2,571,000
Cash Flows From Investing Activities
Capital expenditures (724,000) (1,526,000 (1,091,000)
Proceeds from sale of asset — 40,000 —
Net cash used in investing activities (724,000) (1,486,000) (1,091,000
Cash Flows From Financing Activities
Proceeas from issuance of common stock, net — 48,000 1,511,000
Proceeds from notes payable 1,574,000 399,000 2,000,000
Principal payments on notes payable (1,987,000) {529,000) (2,441,000
Financing costs (55,000) — —
Net proceeds from equipment line of credit — — 216,000
Net decrease in revolving loans payable — — (886,000)
Principal payments on capital lease obiigations (6,000 (5,000 (4,000
Net cash (used in) provided by financing activities (474,000) (87,000) 396,000
Increase in cash and cash equivalents 4,895,000 4,558,000 1,876,000
Cash and cash equivalents, beginning of year 7,509,000 2,951,000 1,075,000
Cash and cash equivalents, end of year $ 12,404,000 $ 7,509,000 $ 2,951,000
Supplemental Disclosures of Cash Flow Information
Cash payments for interest $ 89,000 $ 129,000 3 168,000
Cash payments for income taxes $ 30,000 $ 168,000 3 214,000
Supplemental Schedule of Noncash Investing and Financing Activities
Conversion of revolving loans payable to equipment term loan $ — 3 276,000 $ —
Reclassification of idle equipment to other assets $ — $ — $ 75,000
Capital lease obligation incurred $ 35,000 3 — $ —
Note payable incurred for purchase of equipment $ — $ 14,000 $ —
See Notes to Consolidated Financial Statements.
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NOTE 1.

Nature of Business and Summaw of Significant Accounting Policies

NATURE OF BUSINESS Memry Corporation {(“Memry”), a Delaware
corporation incorporated in'1981, is engaged in the business of developing,
manufacturing and markjeting products and components utilizing the
properties exhibited by shape memory alloys. The Company's sales are

primarily to customers in the medical device industry located throughout the .

United States and distributed worldwide. Export sales for the years ended
June 30, 2004, 2003 and 2002 were $2,626,000, $1,292,000 and
$1,209,000, respectively.

ACCOUNTING ESTIMATES The preparation of financial statements
requires management to make estimates and assumptions that affect the
reported amounts of asséts and liabilities and disclosure of contingent
assets and liabilities at the |date of the financial statements and the reported
amounts of revenue and ex‘penses during the reporting period. Actuaf results
could differ from those estimates.

PRINCIPLES OF CONSOFIDATION The consolidated financial statements
include the accounts of Memry and its wholly-owned subsidiary, Memry
Holdings, S.A. (collectively, the “Company”). Memry Holdings, S.A. is a
holding company whose principal asset consisted of an investment in its
wholly-owned subsidiary, N/Iemry Europe, N.V., which was sold on February
8, 2001. All significant intercompany accounts and transactions have been
eliminated in consolidation;

CASH AND CASH EQUIVALENTS For purposes of the consolidated
statements of cash flows, the Company considers all highly liquid investments
with @ maturity of three Imonths or less, when purchased, to be cash
equivalents, During the years ended June 30, 2004 and 2003, the Company
had cash deposits in excéss of FDIC insured limits at various banks. The
Company has not experienced any losses from such excess deposits.

ACCOUNTS RECEIVAB}LE Accounts receivable are carried at original
invoice amount less an esﬁimate for doubtful accounts based on a review of
all outstanding amounts on a monthly basis. Management determines the
allowance for doubtful accounts by regularly evaluating individual customer
receivables and considering a customer's financial condition, credit history,
and current economic conditions. Accounts receivable are written-off when
deemed uncollectible,

INVENTORIES Inventories consist principally of various metal alloy rod and
shape memory alloys. Inveptories are stated at the lower of cost, determined
on the first-in, first-out method, or market,

DISCLOSURE OF FAIR VALUE OF FINANCIAL STATEMENTS The
carrying amount reported in the consolidated balance sheets for cash,
accounts receivable, accouints payable and accrued expenses approximates
fair value because of the short-term maturity of these financial instruments.
The carrying value of thenotes payable approximates fair value because
current rates offered tolthe Company for debt with similar remaining
maturities are approximateély the same.

IMPAIRMENT OF LON¢-LIVED ASSETS The Company reviews its long-
lived assets and certain identifiable intangible assets with finite useful lives
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for impairment whenever events or circumstances indicate that the carrying
amount of the assets may not be recoverable. The Company measures
impairment by comparing the asset's estimated fair value to its carrying
amount. The estimated fair value of these assets is based on estimated
future cash flows to be generated by the assets, discounted at a market rate
of interest,

GOODWILL Goodwill represents the excess of the aggregate purchase price
over the fair value of net assets of acquired businesses. The Company
accounts for goodwill in accordance with SFAS No. 142, “Goodwill and Other
Intangible Assets”. SFAS No. 142 requires that goodwill not be amortized, but
subjected to an impalrment test on an annual basis or when facts and
circumstances suggest such assets may be impaired. The Company has
completed its impairment tests for the years ended June 30, 2004 and 2003,
which did not resuft in an indication of impairment. All of the $1,038,000 of
goodwilt at June 30, 2004 is deductible for income tax purposes.

REVENUE RECOGNITION Revenues from product sales are recognized
when persuasive evidence of an arrangement exists, delivery has occurred,
the sales price is fixed or determinable and collectibility is reasonably
assured. Transfer of title and risk of ownership occurs upon shipment of
product. Certain revenues are earned in connection with research and
development grants and contracts which are principatly with various
governmental agencies. Such revenues are recognized when services are
rendered, Some of the Company’s research and development projects are
customer-sponsored and typically provide the Company with the production
rights or pay a royalty to the Company if a commercially viable product
results. Such revenues are recognized as indicated above.

DEPRECIATION AND AMORTIZATION Depreciation of equipment is
computed using the straight-line method over the estimated useful lives of
the respective assets. The estimated useful lives of the assets are as follows:

L B ' T |

Furniture and fixtures 5-10
Tooling and equipment 3-10
Office equipment 3-5

Leasehold improvements are amortized over the term of the lease or the
improvement’s estimated useful Iife, if shorter,

Costs of acquired patents and patent rights are amortized using the
straight-line methaod over the patents’ expected period of benefit which
ranges from thirteen to sixteen years. Amortization of acquired patents and
patent rights was $134,000, $134,000 and $133,000 for the years ended
June 30, 2004, 2003 and 2002, respectively. The future amortization
expense of acquired patents and patent rights is expected to be $134,000
for each of the years ending June 30, 2005, 2006, 2007, 2008 and 2009
and will be $263,000 thereafter,

Costs incurred in obtaining financing are capitalized and amortized over the
term of the related debt. Amortization of deferred financing costs was
$10,000, $13,000 and $44,000 for the years ended June 30, 2004, 2003
and 2002, respectively.
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401(K) PLAN The Company maintains a 401(k) profit sharing and savings
plan for the benefit of substantially all of its employees. The Plan provides
for contributions by the Company in such amounts as the Board of Directors
may annually determine. Contributions were $232,000, $214,000 and
$193,000 for the years ended 2004, 2003 and 2002, respectively.

RESEARCH AND DEVELOPMENT EXPENSE Research and development
costs are expensed as incurred. The Company incurs research and
development expenses for purposes of developing its own future products.
Such costs are included in operating expenses. The Company also incurs
research and development expenses that are funded by customers pursuant
to customer arrangements. Such costs are included in cost of revenues.

SHIPPING AND HANDLING COSTS Shipping and handling costs
associated with outbound freight are included in general, selling and
administration expenses and were $84,000, $99,000 and $88,000 for the
years ended June 30, 2004, 2003 and 2002, respectively.

INCOME TAXES Deferred income taxes are provided on a liability method
whereby deferred tax assets are recognized for deductible temporary
differences and operating loss and tax credit carryforwards and deferred tax
liabilities are recognized for taxable temporary differences. Temporary
differences are the differences between the reported amounts of assets and
liabilities and their income tax bases. Deferred tax assets are reduced by a
valuation allowance when, in the opinion of management, it is more likely
than not that some portion or all of the deferred tax assets will not be
realized. Deferred tax assets and liabilities are adjusted for the effects of
changes in tax laws on the date of enactment,

EARNINGS PER SHARE Basic earnings per share amounts are computed
by dividing net income by the weighted-average number of common
shares outstanding during the year. Diluted earnings per share amounts
assume the exercise of all potential common stock instruments unless the
effect is antidilutive.

The following is information about the computation of weighted-average
shares utilized in the computation of basic and diluted earnings per share
for the years ended June 30, 2004, 2003 and 2002.

Weighted average
number of basic

shares outstanding 25,553,916  25466,769 24,386,015
Effect of dilutive securities:
Warrants 123,648 90,180 250,306
Stock options 297,472 120,720 157,361
Weighted average
number of fully diluted
shares outstanding 25,975,036 25,677,669 24,793,682

STOCK COMPENSATION PLANS Statement of Financial Accounting
Standards ("SFAS") No. 123, “Accounting for Stock-Based Compensation,”
encourages all entities to adopt a fair value based method of accounting for
employee stock compensation plans, whereby compensation cost is
measured at the grant date based on the value of the award and is recognized
over the service period, which is usually the vesting period. However, SFAS No.
123 also allows an entity to continue to measure compensation cost for those
plans using the intrinsic value based method of accounting prescribed by
Accounting Principles Board Opinicn No. 25, "Accounting for Stock Issued to
Employees,” whereby compensation cost is the excess, if any, of the quoted
market price of the stock at the grant date (or other measurement date) over
the amount an employee must pay to acquire the stock. Stock options issued
to employees and directors under the Company’s stock option plans have no
intrinsic value at the grant date, and under Opinion No. 25 no compensation
cost is recognized for them. On January 1, 2003, the Company adopted SFAS
No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure, an Amendment of FASB Statement No. 123." The Company has
elected to continue with the accounting methodology in Opinion No. 25 and,
as a result, has provided pro forma disclosures of net income and earnings
per share and other disclosures, as if the fair value based method of
accounting had been applied.

Had compensation cost for issuance of such stock options been recognized
based on the fair values of awards on the grant dates in accordance with
the method described in SFAS No. 123, reported net income and per share
amounts for the years ended June 30, 2004, 2003 and 2002 would have
been as follows:

=003
Net income, as reported $ 2,378,000 $ 8,828,000 $ 3,783,000
(Deduct) Add: total stock-based employee compensation {expense) income determined
under fair value based method for all awards, net of related tax effects {232,000 (103,000) 119,000
Pro forma net income $ 2,146,000 $ 8725000 $ 3,902,000
Basic earnings per share:
As reported $ 0.09 3 0.35 $ 0.16
Pro forma $ 0.08 3 0.34 $ 0.16
Diluted earnings per share:
As reported $ 0.09 $ 0.34 $ 0.15
Pro forma $ 0.08 $ 0.34 $ 0.16
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The fair value of each grént, used to determine the pro forma information
above, is estimated at the grant date using the fair value option-pricing
mode! with the following Weighted average assumptions for grants awarded
for the years ended June 30 2004, 2003 and 2002:

[ CLULLET L ’ I: T‘; TR ,, o 2002 —r
Dividend rate 3 — — —
Risk free interest rate . 1.93-3.13% 1.47-1.79% 5.47%
Weighted average
expected lives, in years 3.0 3.0 37
Price volatility 78% 79% 66.7%

IMPACT OF RECENTLY! ISSUED ACCOUNTING STANDARDS In April
20083, the Financial Accounting Standards Board (“FASB”) issued SFAS No.
149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities" {"SFAS 149”), which is generally effective for contracts entered into
or modified after June 30, 2003 and for hedging relationships designated
after June 30, 2003. SFAS 149 clarifies under what circumstances a contract
with an initial net investment meets the characteristic of a derivative as
discussed in SFAS No. 133, clarifies when a derivative contains a financing
component, amends the definition of an “underlying” to conform it to the
language used in FASB Interpretation No. 45, “Guarantor Accounting and
Disclosure Requirements|for Guarantees, Including Indirect Guarantees of
Indebtedness of Others,” and amends certain other existing pronouncements.
The Company currently' has no involvement with derivative financial
instruments, and thereforeithe adoption of SFAS 149 did not have any impact
on the consolidated financial statements.

In May 2003, the FASB fissued SFAS No. 150, “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and Equity”
(“SFAS 150”). SFAS 150 éstablishes standards for how an issuer classifies
and measures certain financial instruments with characteristics of both
liabifities and equity. It requires that an issuer classify a financial instrument
that is within its scope a$ a liability {or an asset in some circumstances).
Many of those instruments were previcusly classified as equity. SFAS No.
150 Is effective for financial instruments entered into or modified after May
31, 2003, and otherwise is effective at the beginning of the first interim
period beginning after June 15, 2003, The adoption of SFAS 150 did not
have any impact on the consolidated financial statements.

RECLASSIFICATIONS Certain 2003 and 2002 amounts have been
reclassified to conform with the 2004 presentation, relating to the
categories of operating expenses presented on the Consolidated Statements
of Income. In 2004, the category Research and development expense was
added, which was previously included in general, selling and administration
expenses and depreciation and amortization expense. The depreciation and
amortization expense category was eliminated, the amount of which was
allocated to the two remaining line items of operating expenses. The
reclassifications had no effect on the 2003 and 2002 results of operations.
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NOTE 2.

Inventories

Inventories consist of the following at June 30, 2004 and 2003:

Raw materials and supplies $ 1,254,000 $ 1,094,000
Work-in-process 1,284,000 1,656,000
Finished goods 648,000 751,000
Allowance for slow-moving

and obsolete inventory (230,000) {148,000

$ 2,956,000 $ 3,353,000

NOTE 3.
Property, Plant and Equipment

Property, plant and equipment consist of the folfowing at June 30, 2004
and 2003:

Lo 003 |
Furniture and fixtures $ 1,052,000 $ 958,000
Tooling and equipment 11,069,000 10,484,000
L easehold improvements 2,551,000 2,471,000

14,672,000 13,913,000

Less accumulated depreciation
and amortization 9,582,000 7,873,000
$ 5,090,000 $ 6,040,000

Depreciation and amortization of property, plant and equipment was
$1,709,000, $1,810,000 and $1,743,000 for the years ended June 30,
2004, 2003 and 2002, respectively.

NOTE 4.

Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of the following at
June 30, 2004 and 2003:

Accounts payable 3 979,000 $ 611,000
Accrued bonuses 596,000 —
Accrued vacation 531,000 497,000
Accrued severance — 50,000
Accrued expenses - other 1,107,000 1,429,000

$ 3,213,000 § 2,587,000
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NOTE 5.
Notes Payable

Notes payable consist of the following at June 30, 2004 and 2003:

Term note payable to Webster Bank pursuant to second amended and restated facllity dated January 30,

2004, due in monthly installments of $26,233, plus interest at a variable rate, due January 30, 2008. $ 1,469,000 $ —
Term note payable to Webster Bank pursuant to amended facility dated June 30, 1998, due in monthly
installments of $41,667, pius interest at 7.55% per annum, due December 31, 2005. — 1,292,000
Equipment toan payable pursuant to amended June 30, 1998 credit facility, due in monthly
instaliments of $5,754, plus interest at LIBOR plus 2.5%, due December 31, 2006. — 247,000
Equipment loan advance pursuant to amended June 30, 1998 credit facifity, interest payable
monthly at LIBOR plus 2.5%, due December 31, 2003. — 339,000
Promissory note to Chase Manhattan Auto Finance, due in monthly instaliments of $437 at a
fixed interest rate of 5.9%, due June 16, 2006. 10,000 14,000
1,478,000 1,892,000
Less current maturities 320,000 912,000
$ 1,153,000 $ 980,000
Future maturities of notes payable at June 30, 2004 are as follows: Amount
2005 $ 320,000
2006 319,000
2007 315,000
2008 315,000
2009 210,000
$ 1,479,000

On January 30, 2004, the Company and Webster Bank entered into a Second
Amended and Restated Commercial Revolving Loan, Term Loan, Line of Credit
and Security Agreement, which amended and restated the existing Webster
Bank credit facility, and expires on January 30, 2009 (the "Amended Webster
Facility”). The Amended Webster Facility includes a revolving line of credit for
borrowings up to the lesser of (a) $5,000,000 or (b} an amount equal to the
aggregate of (1) 85% of the eligible accounts receivable plus (2) the lesser of
$3,000,000 or 30% of eligible inventories. In connection with the Amended
Webster Facility, several existing term loans and equipment line advances
totaling $1,546,000, plus additional proceeds of $28,000, totaling $1,574,000
were refinanced into a single term loan, payable in equal monthly instaliments
over a five year period ending January 30, 2009. The Amended Webster
Facility includes an equipment line of credit that pravides for equipment
financing up to the lesser of $1,000,000 or 80% of the hard cost for eligible
equipment through January 30, 2003. The Amended Webster Facility also
provides for an acquisition line of credit of up to $2,000,000 providing certain
terms and conditions are met. As of June 30, 2004, no amounts were
outstanding under the revolving line of credit, equipment line of credit or
acquisition line of credit. Interest on the term nate payable, revalving line of
credit, equipment line of credit, and acquisition line of credit is variable based
on LIBOR (1.62% at June 30, 2004) plus a spread adjusted quarterly based
upon the Company’s fixed charge coverage ratio, as defined. The Amended
Webster Facility is collateralized by substantially all of the Company’s assets.
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In addition, the Amended Webster Facility contains various restrictive
covenants, including, among others, limitations on encumbrances and
additional debt, the payment of dividends or redemption of stock and
required compliance with the Company’s fixed charge coverage ratio, as
defined. Under the Amended Webster Facility, the Company may only pay
cash dividends if immediately prior to and immediately after the payment is
made, the Company has $5,000,000 in excess availability, as defined, no
gvent of default has occurred, and the aggregate amount of dividends and
certain other loans, advances and investments does not exceed $1,000,000.

NOTE &.
Capital Stock

COMMON STOCK During the years ended June 30, 2004, 2003 and
2002, 46,000, 50,000 and 102,000 shares of common stock with a fair
value of $72,000, $73,000 and $107,000, respectively, were issued to
Company directors as compensation. During the year ended June 30, 2002,
the Company issued 40,000 shares of common stock with a fair value of
$33,000 to a former officer of the Company as compensation.
Compensation expense recognized for the issuance of shares of common
stock is calculated utilizing the fair market value of the common stock at the
date of issuance.
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On January 31, 2001, thé Company completed a private equity placement
and raised $2,395,000. Proceeds were raised through the sale of units, each
of which consisted of one share of commen stock and a warrant to purchase
one share of comman stock. Each unit was priced at $1.00. The warrants
were exercisable at $2.25,per share for a period of three years from the date
of issuance. Notwithstanding the foregoing term of the warrant, if the fair
market value of one share of common stock of the Company was equal to or
greater than $3.50 for twenty consecutive days during the term of the
warrant, the Company had the right to demand that the holder exercise the
warrant within a 30-day period. Failure of the holder to exercise the warrant
within thirty days would have caused the warrant to become void and the
holder would have fost all rights that it has with respect to the warrant. Al
unexercised warrants have expired as of June 30, 2004.

On November 8, 2001, the Company completed a private equity placement
with New England Partnérs and raised $750,000. Proceeds were raised
through the sale of units, each of which consisted of two shares of common
stock and a warrant to purchase one share of common stock. Each unit was
priced at $2.00. The warrants are exercisable at $1.25 per share for a period
of five years from the date of issuance. New England Partners was granted
piggyback registration rights to participate in the registration of the securities
purchased in the private eéquity placement, which was completed in January
2001. Other terms and conditions were set forth in the definitive documents.

The Company had granted a “put” right to Connecticut Innovations,
Incorporated in connection with a December 1994 subordinated debt
offering. As of December 31, 2003, the “put” right, which would have
allowed Connecticut Innovations to require the Company to repurchase
certain of the Company’s securities then held by Connecticut Innovations
under certain circumstances, was terminated.

INCENTIVE PLANS During the year ended June 30, 1994, the Company
adopted the Memry Corporation Stock Option Plan (the “1994 Plan”). Under
the 1994 Plan, incentiveistock options were granted at prices equal to or
greater than the fair market value of the Company’s common stock at the date
of grant, and were exercisable at the date of grant unless otherwise stated. In
addition, non-qualified stock options were granted at prices determined by the
Company’s compensation committee, which may have been less than the fair
market value of the Company’s common stock at the date of grant, in which
case an expense equal ta the difference between the stock option exercise
price and fair market value was recognized. The exercise period for both the
incentive and non-qualified stock options generally could not exceed ten
years. The 1994 Plan expired on September 23, 2003. No additional stock
options may be granted from this plan after this date.

During the year ended June 30, 1998, the Company adopted the Memry
Corporation Long-term Incentive Plan (the "1937 Plan"}. Under the 1997
Plan, 4,000,000 incentive and non-gualified stock options may be granted
to employees and non—employee directors under terms similar to the 1994
Plan. Also, under the 1997 Plan, Stock Appreciation Rights (“SARs”), Limited
Stock Appreciation Rights (“Limited SARs"), restricted stock, and
performance shares may be granted to employees. With respect to SARs,
upon exercise, the Company must pay to the employee the difference
between the current market value of the Company's common stock and the
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exercise price of the SARs. The SARs terms are determined at the time of
each individuai grant. However, if SARs are granted which are related to an
incentive stock option, then the SARs will contain similar terms to the
related option. Limited SARs may be granted in relation to any option or
SARs granted. Upon exercise, the Company must pay to the employee the
difference between the current market value of the Company’s common
stock and the exercise price of the related options or SARs. Upon the
exercise of SARs or Limited SARs, any related stock option or SARs
outstanding will no fonger be exercisable. As of June 30, 2004, 2003 and
2002, there were no SARs or Limited SARs outstanding.

Restricted shares of common stock may also be granted to employees for
no consideration. The terms of the restriction are determined at the time of
each individual grant. Generally, if employment is terminated during the
restriction period, the participant must forfeit any common stock still subject
to restriction, Performance shares are granted to employees based on
individual performance goals, and may be paid in shares or cash
determined based on the shares earned and the market value of the
Company’s common stock at the end of certain defined periods. No
performance or restricted shares have been issued to employees.

Also under the 1937 Plan, each quarter, all non-employee directors are
granted shares of the Company's comman stock with a value equal to
$7,500, determined based an the market valug of the Company's stock at
the end of each quarter. During the year ended June 30, 2002, this policy
was amended such that all non-employee directors, each quarter, are
granted shares of the Company’s common stock with a value equal to
$3,000 and stock options with a value equal to $4,500, determined based
on the market value of the Company’s stock over a three day period prior to
the end of each quarter.

During the years ended June 30, 2004, 2003 and 2002, the Company’s
directors were granted 49,000, 75,000 and 11,000 stock options, respectively,

The following table summarizes the Company’s stock options outstanding at
June 30, 2004, 2003 and 2002 and changes during the years then ended:

Balance, July 1, 2001 2,679,760 $ 2.25
Canceled (645,856) 2.15
Granted 499,723 1.69
Exercised (125,650) 0.90
Balance, June 30, 2002 2,407,977 223
Canceled (346,225) 1.60
Grantsd 939,098 1.62
Exercised (37,498) 1.28
Balance, June 30, 2003 2,963,352 213
Canceled (107,444) 2.02
Granted 766,081 1.67
Balance, June 30, 2004 3,621,989 $ 1.97
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At June 30, 2004, 2003 and 2002, 2,158,413, 1,695,274 and 1,438,327
(weighted average exercise price of $2.26, $2.48 and $2.53, respectively)
of the outstanding stock options were exercisable. The weighted-average
grant date fair value per stock option granted during the years ended June

30, 2004, 2003 and 2002 was $0.85, $0.68 and $0.89, respectively. For
the years ended June 30, 2004, 2003 and 2002, all stock options granted
have an exercise price equal to the fair market value of the Company’s stock
at the date of grant.

Stock options outstanding at June 30, 2004 are as follows:

Numb?r
‘Outstanding:

Range of
“Exercise Prices

$090-81.20 790,755 7.3 $1.05 382,323 $1.07
1.21- 1.60 508,567 5.0 1.46 314,714 1.51
161- 200 1,207,658 7.0 1.80 537,655 1.87
201- 240 387,100 7.8 2.20 196,500 2.20
2.41- 280 5,040 5.8 2.65 4,590 2.65
281~ 320 299,487 5.8 2.84 299,249 2.84
4.00 423,382 4.1 4.00 423,382 4.00
$0.90-$4.00 3,621,989 6.4 $1.97 2,158,413 §2.26

WARRANTS The Company has also issued warrants. The cost charged
to operations for warrants granted for professional fees incurred during
the years ended June 30, 2004, 2003 and 2002 was $126,000,

Outstanding.

s s e

) ) . Bal , July 1, 2001 3,952,272 1.87

$23,000 and $46,000, respectively. All warrants are immediately alance, July $
exercisable upon issuance. Cancelsd (1,187,935) 1.05
. . , Granted 1,750,435 112

The following table summarizes warrants outstanding at June 30, 2004, ! nfe

2003 and 2002, and the changes during the years then ended: Evercised (600,000 108
' g 9 Y ' Balance, June 30, 2002 3,914,772 1.90
Canceled (39,170) 2.00
Granted 62,500 1.70
Exercised (587,935) 1.03
Balance, June 30, 2003 3,350,167 2.05
Canceled (2,581,000) 2.20
Granted 187,500 1.70
Balance, June 30, 2004 956,667 $ 1.46

Warrants outstanding at June 30, 2004 are as follows:

Weighted-Avg.
Remaining Number.

Exercisable

Weighted Avg.
Exercise Price

Number
Outstanding

Range of
Exercise Prices

Weighted Avg.
Exercise Price

S —

$1.05-8120 75,000 2.1 $1.05 75,000 $1.05
121- 160 525,000 2.4 1.30 525,000 1.30
161- 200 356,667 48 1.79 356,667 1.79
$1.05-32.00 956,667 33 $1.46 956,667 $1.48
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NOTE 7.

Major Customers

Product sales for the yearé ended June 30, 2004, 2003 and 2002, includes sales to major customers, each of which accounted for greater than 10% of the
total product sales of the ICompany. Sales to these customsrs during the years ended June 30, 2004, 2003 and 2002, and accounts receivable from these

customers at June 30, 2004, 2003 and 2002, are as follows:

2002

[Gcceivablel
Company A $ 5,544,000 $ 979,000 $ 7,385,000 $ 972,000 $ 7,096,000 $ 1,462,000
Company B 13,464,000 1,474,000 15,492,000 1,691,000 12,428,000 2,553,000
Company C 4,571,000 407,000 3,203,000 — 3,930,000 523,000
$ 23,579,000 $ 2,860,000 $ 26,080,000 $ 2,663,000 $ 23,454,000 $ 4,538,000

NOTE 8. NOTE 10.

Major Suppliers

The Company currently purchases a significant portion of raw materials
from two suppliers. However, management believes that several other
suppliers could provide lsimilar materials on comparable terms without
significantly impacting shipping or sales.

NOTE °.

Operating Leases

The Company leases its Connecticut and California manufacturing and
office facilities under operating leases. The lease on the Connecticut facility
expires in June 2011 andithe lease on the principal California facility expires
in June 2008.

Future minimum lease payments under non-cancelable operating leases,
with remaining terms of dne year or more, are as foltows at June 30, 2004:

2005 , $ 1,157,000
2006 726,000
2007 680,000
2008 690,000
2009 f 368,000
Thereafter 730,000

$ 4,351,000

Rent expense for the years ended June 30, 2004, 2003 and 2002, was
$1,357,000, $1,607,000 and $1,582,000, respectively. The leases require
the Company to pay operating expenses. Rent expense is recognized on a
straight-line basis over the minimum lease term.

26

Income Taxes

Deferred income taxes reflect the net effects of temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and
the amounts used for income tax purposes. For financial reporting purposes,
deferred tax assets were reduced by a valuation allowance of $7.6 million at June
30, 2002 based on management’s opinion at that time regarding the estimated
realizability of operating loss carryforwards and temporary differences due to the
absence of sustained profitability of the Company. During the year ended June
30, 2003, the valuation allowance was eliminated based on management’s
assessment of the Company’s operating performance and realizability of
operating loss carryforwards and other temporary differences. During the year
ended June 30, 2004, amended state income tax returns were filed for the years
ended June 30, 2000 through 2003 to report research and development (‘R&D")
tax credits for those years. Based on the Company’s recent history of profitability
and its forecasts for future periods, management believes that it is more likely
than not that operating loss carryforwards, tax credit carryforwards and other
temporary differences will be realized. The effects of the carryforwards and
temporary differences that give rise to deferred tax assets and liabilities at June
30, 2004 and 2003 are as follows:

Deferred tax assets:

Allowange for doubtful accounts $ 143000 $ 191,000
Inventory reserves 93,000 60,000
Capitalization of inventory costs 517,000 462,000
Vacation accruals 214,000 200,000
State R&D and other

credit carryforwards 447,000 42,000
Net operating loss carryforwards 4,767,000 5,851,000
Other 8,000 —
Deferred tax assets 6,189,000 6,806,000

Deferred tax liabilities:

Amortization of goodwiil 39,000 —
Net deferred tax assets $ 6,150,000 $ 6,806,000
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The provision (benefit) for income taxes for the years ended June 30, 2004,
2003 and 2002 is as follows:

B 003 e ) )17 I

Current:
Federal $ 55,000 $ 14,000 8 —
State 128,000 36,000 152,000
183,000 50,000 152,000

Deferred:
Federal 1,011,000 (6,657,000 —
State (355,000) (149,000) —
656,000 (6,806,000) —
$ 839,000 $ (6,756,000) $152,000

A reconciliation of the income tax expense (benefit) computed by applying the Federal statutory income tax rate of 34% to the income before taxes to the
provision (benefit) for income taxes as reported in the consolidated statements of income is as follows:

Provision (benefit) for income taxes

at statutory Federal rate $ 1,094,000 34% $ 705,000 34% $ 1,338,000 34%
Increase (decrease) resuiting from:
State income tax, net of federal tax benefit 84,000 3% 86,000 4% 104,000 3%
State R&D tax credits (350,000 (11)% — —_ — —
Decrease in valuation allowance — — (7,569,000)  (365)% (1,373,000 (35)%
Permanent items and other 11,000 0% 22,000 1% 83,000 2%
Provision {benefit) for income taxes $ 839,000 26% $ (6,756,000) (326)% 3 152,000 4%
At June 30, 2004, the Company has federal net operating loss NOTE 11.
carryforwards for income tax purposes, which expire as follows: Bonus Plan

2006 $ 569,000
2007 3,248,000
2008 1,859,000
2009 3,126,000
2010 2,498,000
2011 2,622,000

$ 14,022,000

In addition, the Company has state tax credit carryforwards available to
offset future taxable income of $392,000, which expire in various amounts
from 2005 through 2023,
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The Company has a bonus plan under which its employees may earn a
bonus based on a combination of pre-tax profits and individuat performance.
The payment of bonuses is subject to annual approval by the Board of
Directors. Expenses recognized under this plan were $596,000, $-0- and
$763,000 for the years ended June 30, 2004, 2003 and 2002, respectively.

NOTE 12.

Operating Segments

The Company is engaged principally in one line of business, the
development, manufacturing and marketing of products utilizing properties

exhibited by shape memory alloys, which represents more than 95% of
consglidated revenues.
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NOTE 13.
SEVERANCE

During the second quarter of the year ended June 30, 2002, a severance
agreement was entered into with one former empioyee who held a
management position while employed at the Company. For the year ended
June 30, 2002, $86,000 was charged to operations under this agreement,
of which $79,000 was paid, leaving a remaining obligation of $7,000 at
June 30, 2002. As of June 30, 2003, this liability has been paid in ful.
During the fourth quarter of the year ended June 30, 2002, severance
agreements were entered into with two former employees, both of whom
held management positions while employed at the Company. For the year
ended June 30, 2002, $375,000 was charged to operations under these
agreements, of which $22,000 was paid, leaving a remaining obligation of
$353,000 at June 30, 2002. Total payments charged to this liability through
June 30, 2003 are $325,000, leaving a remaining obligation at June 30,
2003 of $50,000. As of June 30, 2004, this liability has been paid in full

NOTE 15.

Valuation and Qualifying Accounts

NOTE 14.
Litigation

On August 22, 2001, a director and former officer of the Company filed
two lawsuits against the Company relating to his termination during the
year ended June 30, 2001. A settiement was reached on January 28,
2002, whereby the Combany made a cash payment to the former officer
in the amount of $25,000 and issued 75,000 non-plan stock options with
an exercise price of $1.20 per share and a fair value of $8,000. The fair
value of the options has been recorded as an operating expense and
additiona! paid-in capital during the year ended June 30, 2002. In
accordance with SFAS No. 123, “Accounting for Stock-based
Compensation,” the Company calculated the fair vatue of these options
using the fair value option-pricing model.

UE Balaucel (R
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Allowance for doubtful accounts:

Year ended June 30, 2004 $ 148,000 $ {111,000) $ 7,000 § 30,000
Year ended June 30, 2003 § 207,000 $  (44,000) $ 15,000 § 148,000
Year ended June 30, 2002 $ 173,000 $ 103,000 $ 69,000 § 207,000

(A) Represents uncollectible Becounts receivable written-off.

NQTE 16.
Note Receivable — Related Party

On August 29, 2000, the Company made a $200,000 loan to an executive
officer, which was collateralized by his personal residence. The loan was part
of the executive officer/s overall compensation package and was to be
forgiven, providing certain conditions were met, over a four-year period.
During 2001, the executive officer was terminated and the note became
current at that time. The terms of the note were subsequently amended such
that the note, reduced to the amount of $110,000, was due on January 28,
2005, or at such time that the residence was sold, whichever occurred first,
The note was repaid in full during the year ended June 30, 2004.

NOTE 17.

Subsequent Events :

On July 12, 2004, the Company announced that it signed a letter of intent
to acquire substantially all of the assets and selected liabilities of Putnam

Plastics Corporation (“Putnam”). The transaction, which is subject to the
signing of definitive agreements and customary closing conditions, is
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expected to close by October 31, 2004. Putnam, a privately held
corporation, is one of the nation's leading specialty polymer extrusion
companies serving the medical device and other high technology industries.
Its primary products are complex multi-lumen, multi-fayer extrusions used
for guidewires, catheter shafts, delivery systems and various other
interventional medical procedures. Putnam is a major supplier of ¢o-
extruded polyimide, multi-lumen, braided and extremely thin-wall, mutti-
layer tubing as well as sheathing for fiber-optic tubing. Putnam’s products
are known for their complex configurations, multiple material construction
and innovative designs. Putnam also is well known for its ahility to
manufacture to tight tolerances.

On August 25, 2004, the Company announced that it will finance a
$200,000 joint development program with and has made a $400,000 initial
investment in the form of a 2% unsecured convertible loan, in Biomer
Technology Ltd, a privately owned company specializing in the development
and manufacture of state-of-the-art polymers and biocompatible coatings
for stents and other medical devices. Based in Runcorn, England, Biomer
Technology Ltd is a biomaterials company that has developed a range of
high-performance polyurethanes, process technology, components and
products for medical device manufacturing.

Memry Corporation
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333 Ludlow Street
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Finn Dixon & Herling LLP
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PRICE RANGE OF COMMON STOCK

The Company’s Common Stock trades on the American
Stock Exchange under the symbol MRY. On June 30,
2004, there were 3,959 holders of record of the Company's
Common Stock.

The following table sets forth the quarterly high and
low closing prices for the common stock over the past
two years.

VYezr Ended June 30,2004  Migh Low
First Quarter $1.49 $0.97
Second Quarter $2.13 $1.30
Third Quarter $2.06 $1.53
Fourth Quarter $2.13 $1.56
Yeer Ended Jung 20,2023 High Low
First Quartsr $1.90 $1.22
Second Quarter $2.00 $1.32
Third Quarter $1.73 $0.92
Fourth Quarter $1.27 $0.78

The Company has never paid a cash dividend on its
Common Stock and the Company does not contemplate
paying any cash dividends on its Common Stock in the
near future.

Equal Employment Opportunity

(EEO) Policy Statement

It is Memry Corporation's policy that all employment
decisions be made on the basis of an individual's
qualifications and abilities to perform a job without regard
to race, color, sex, religion, age, national origin, disability,
medical condition, pregnancy, marital status, sexual
orientation, ancestry, political belief or activity, status as
a veteran, genetic predisposition, or other protected
characteristic as established by federal, state, or local law.

This policy of Equal Employment Opportunity applies to
all policies and procedures relating to recruitment and
hiring, compensation, benefits, promation, selection for
training, termination and all other terms and conditions
of employment.

ANNUAL MEETING

The annual meeting of stockholders will be held on
December 8, 2004, at 10:00 AM EST in Bethel, CT. A
notice of the meeting, proxy and statement will be mailed
on or about October 28, 2004, at which time proxies will
be solicited by the Board of Directors.

SEC FORM 1C-K

A copy of the Company’s Annual Report on Form 10-K,
excluding exhibits, as filed with the Securities and Exchange
Commission, is avaitable without charge upon written
request, directed to:

Memry Corporation

Aftn: Investor Relations Department

3 Berkshire Boulevard

Bethel, CT 06801

WWwW. memry.com

INVESTOR RELATIONS FIRM
Hawk Associates Inc.

204 Ocean Drive

Tavernier, FL 33070

Tel 305-852-2383




oy
¢ i i S o

o
bl
* P

AT T

i
OhElEED

REESAL R
e e S
2 b

Fr e A S
et S

e o

e
P e e




